
March 1, 1999

NOTE TO: Medicare+Choice Organizations and Other Interested Parties

SUBJECT: Announcement of Calendar Year (CY) 2000 Medicare+Choice Payment
Rates

In accordance with section 1853(b)(2) of the Social Security Act (the Act), we are required to
notify you of the annual Medicare+Choice capitation rate for each Medicare+Choice payment
area for 2000, and the risk and other factors to be used in adjusting such rates. Attached is a
spreadsheet containing the capitation rate tables for CY 2000, which include the rescaling factors
that will be used with the risk-adjusted portion of payment in 2000. Payment rates reflect a 5.0
percent increase in the National Per Capita Medicare+Choice Growth Percentage. The increase
in rates may vary per individual plan. For 2000, 63.1 percent (or nearly 2,000) of the county
rates reflect the blended capitation rate under § 422.252(b) of the regulations. Other county rates
reflect either the minimum percentage increase of 2 percent under § 422.252(c), or the "floor"
amount of $401.61 for aged beneficiaries (or, if lower, the 1999 floor increased by the National
Per Capita Medicare+Choice Growth Percentage for areas outside of the 50 States and the
District of Columbia). County worksheet data are posted on the HCFA Web site
(http://www.hcfa.gov/stats/hmorates/aapccpg.htm). County demographic tables will be sent
under separate cover.

This announcement also provides a set of tables which summarizes many of the key Medicare
assumptions used in the calculation of the national per capita Medicare+Choice growth
percentage. The instructions you need to complete the Adjusted Community Rate Proposals
(ACR) for contract periods beginning January 1, 2000, will be forthcoming, within the next week
to 10 days.

Our January 15, 1999, the Advance Notice of Methodological Changes for the CY 2000
Medicare+Choice Payment Rates included a detailed description of the new risk adjustment
methodology which will be in effect for 2000, and information on how risk adjustment will be
implemented, including an explanation of the transition method that will be employed. Briefly,
the approach the Health Care Financing Administration (HCFA) will use to meet the year 2000
mandate for risk adjusted payments will:

(1) Be based on inpatient data;

(2) Apply individual enrollee risk scores in determining fully capitated payments;

(3) Utilize a prospective PIP-DCG risk adjuster to estimate relative beneficiary risk
scores;

(4) Apply separate demographic-only factors to new Medicare enrollees for whom no
diagnostic history is available;



2

(5) Apply a rescaling factor to address differences between demographic factors in the
rate book and the new risk adjusters;

(6) Use 6-month old diagnostic data to assign PIP-DCG categories (the “time shift”
model, as opposed to using the most recent data and making retroactive
adjustments of payment rates part way through the year);

(7) Allow for a reconciliation after the payment year in order to account for late
submissions of encounter data;

(8) Phase-in the effects of risk adjustment, beginning with a blend of 90 percent of
the demographically adjusted payment rate, and 10 percent of the risk-adjusted
payment rate in the first year (CY 2000); and

(9) Implement processes to collect encounter data on additional services, and move to
a full risk adjustment model as soon as is feasible.

We received several comments on the risk adjustment methodology and the transition. This
announcement includes responses to these comments. The announcement also includes the final
factors to be used in the risk adjustment methodology.

Section 1853(a)(1)(B) of the Act requires that Medicare+Choice monthly payments for ESRD
enrollees be reduced by an amount equivalent to $.50 pre dialysis. Effective with January 1999
payments, a withhold of $5.25 per month for each ESRD enrollee (which is equivalent to $.50
per service) has been applied to the Part B ESRD rates. This withhold of $5.25 per month for
each ESRD enrollee will continue to be applied in 2000.
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Questions on the capitation rate tables and the National Per Capita Medicare+Choice Growth
Percentage can be directed to Sol Mussey at (410) 786-6386. Questions on the submission of
ACR proposals can be directed to Phil Doerr at (410) 786-1059. Questions on the risk
adjustment methodology can be directed to Jim Hart at (410) 786-4474.

/ s /

Barbara S. Cooper
Director
Office of Strategic Planning

/ s /

Robert A. Berenson. M.D.
Director
Center for Health Plans and Providers

/ s /

Solomon Mussey, A.S.A.
Director
Medicare and Medicaid Cost Estimates Group
Office of the Actuary

Enclosures



Current increases for 1997 to 2000 divided by the prior increases for 1997 to 19991
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Enclosure I

Final Estimate of the Increase in the
National Per Capita Growth Percentages for 2000

The table below shows the National Per Capita Medicare+Choice Growth Percentages
(NPCM+CGP). Since the current payment methodology requires determining payment rates
based on the 1997 rates, we are also showing the increases in the per capita rates from 1997
forward. These growth percentages reflect adjustments of -0.8 percent in 1998 and -0.5 percent
in 1999 and 2000 as required by section 1853(c)(6)(B) of the Act. In addition, the increases for
1997 to 1999 reflect adjustments of -0.21 percent, -0.60 percent, and +2.87 percent for aged,
disabled, and ESRD, respectively, in order to account for corrections to prior estimates, as
required under section 1853(c)(6)(C). We are also showing similar information for the aged and
disabled beneficiary groups combined. These combined increases are used in the development of
the risk-adjusted ratebook. These data were furnished by the Office of the Actuary.

Prior Increases Current Increases NPCM+CGP for
1997 1997 1999 1997 2000 with

to to to to Sec.1853(c)(6)(C)
1999 1999 2000 2000 adjustment 1

Aged 5.45% 5.23% 5.26% 10.76% 5.04%

Disabled 5.12 4.50 4.36 9.05 3.74

ESRD -0.98 1.86 1.32 3.19 4.21

Aged+Disabled 5.32 5.09 5.12 10.47 4.89



The actuarial values for 2000 reflect an improvement in the model used in projecting actuarial2

value of deductible and coinsurance. If the new model was used in computing the 1999 values, they
would have been $27.04, 75.01, and $102.05 for Part A, Part B, and total Medicare, respectively.

Includes the amounts for outpatient psychiatric charges.3
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The following table compares the monthly actuarial value of Medicare deductible and
coinsurance for 2000 with 1999.2

1999 2000 Change

Part A Benefits $22.75 $28.42 24.9%

Part B Benefits 55.36 79.28 43.23

Total Medicare 78.11 107.70 37.9
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Enclosure II

KEY ASSUMPTIONS AND FINANCIAL INFORMATION

Attached is a table which compares the published United States Per Capita Costs (USPCC) with
current estimates for 1990 to 2000. We are also providing the attached set of tables which
summarize many of the key Medicare assumptions used in the calculation of the USPCCs. The
USPCCs are the basis for the National Per Capita Medicare+Choice Growth Percentage. Most of
the tables include information for the years 1994 through 2001. Caution should be employed in
the use of this information. It is based upon nationwide averages, and local conditions can differ
substantially from conditions nationwide.
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Aged Disabled Aged and Disabled

Calendar Current Published Current Published Current Published
Year Rate Estimate Ratio Rate Estimate Ratio Rate Estimate Ratio Aged Disabled Total

PART A:

1990 $160.06 $158.67 0.991 $153.61 $147.54 0.960 $159.44 $157.59 0.988 30.150 3.227 33.377

1991 $175.92 $171.93 0.977 $164.76 $163.50 0.992 $174.82 $171.10 0.979 30.729 3.368 34.097

1992 $206.00 $186.29 0.904 $189.40 $170.19 0.899 $204.31 $184.65 0.904 31.241 3.543 34.784

1993 $209.72 $214.40 1.022 $189.77 $198.13 1.044 $207.62 $212.68 1.024 31.692 3.738 35.430

1994 $233.05 $236.69 1.016 $209.44 $219.17 1.046 $230.43 $234.75 1.019 32.304 4.032 36.336

1995 $255.46 $251.61 0.985 $224.27 $223.99 0.999 $251.84 $248.41 0.986 32.648 4.286 36.934

1996 $277.01 $274.84 0.992 $236.17 $235.40 0.997 $272.08 $270.05 0.993 32.928 4.517 37.445

1997 $292.23 $297.81 1.019 $231.10 $251.92 1.090 $284.51 $292.02 1.026 33.190 4.799 37.989

1998 $265.28 $271.26 1.023 $212.88 $224.86 1.056 $258.46 $265.22 1.026 33.394 4.996 38.390

1999 $274.27 $277.67 1.012 $220.86 $236.27 1.070 $267.17 $272.14 1.019 33.601 5.155 38.756

2000 $286.18 $286.18 1.000 $230.48 $230.48 1.000 $278.62 $278.61 1.000 33.845 5.319 39.164

PART B:

1990 $105.48 $115.53 1.095 $93.54 $110.00 1.176 $104.44 $115.05 1.102 29.571 2.836 32.407

1991 $111.97 $125.40 1.120 $99.42 $105.42 1.060 $110.85 $123.62 1.115 30.066 2.940 33.006

1992 $116.68 $129.78 1.112 $106.21 $107.86 1.016 $115.71 $127.75 1.104 30.574 3.119 33.693

1993 $123.41 $144.24 1.169 $111.39 $115.71 1.039 $122.24 $141.46 1.157 31.000 3.353 34.353

1994 $134.20 $141.44 1.054 $121.13 $117.86 0.973 $132.85 $139.01 1.046 31.322 3.597 34.919

1995 $142.83 $148.91 1.043 $139.71 $131.82 0.944 $142.49 $147.07 1.032 31.615 3.821 35.436

1996 $148.97 $166.06 1.115 $144.64 $147.65 1.021 $148.48 $164.00 1.105 31.682 4.024 35.706

1997 $155.81 $169.14 1.086 $153.11 $149.06 0.974 $155.50 $166.82 1.073 32.045 4.149 36.194

1998 $191.78 $200.88 1.047 $178.39 $177.27 0.994 $190.21 $198.06 1.041 32.174 4.264 36.438

1999 $203.20 $206.31 1.015 $185.76 $175.90 0.947 $201.14 $202.57 1.007 32.335 4.333 36.668

2000 $218.78 $218.78 1.000 $195.91 $195.91 1.000 $216.03 $216.03 1.000 32.530 4.453 36.983
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Aged Disabled Aged and Disabled

Calendar Current Published Current Published Current Published
Year Rate Estimate Ratio Rate Estimate Ratio Rate Estimate Ratio

PART A & PART B:

1990 $265.54 $274.20 1.033 $247.15 $257.54 1.042 $263.87 $272.64 1.033

1991 $287.89 $297.33 1.033 $264.18 $268.92 1.018 $285.67 $294.72 1.032

1992 $322.68 $316.07 0.980 $295.61 $278.05 0.941 $320.02 $312.40 0.976

1993 $333.13 $358.64 1.077 $301.16 $313.84 1.042 $329.85 $354.14 1.074

1994 $367.25 $378.13 1.030 $330.57 $337.03 1.020 $363.28 $373.76 1.029

1995 $398.29 $400.52 1.006 $363.98 $355.81 0.978 $394.33 $395.48 1.003

1996 $425.98 $440.90 1.035 $380.81 $383.05 1.006 $420.57 $434.05 1.032

1997 $448.04 $466.95 1.042 $384.21 $400.98 1.044 $440.01 $458.84 1.043

1998 $457.06 $472.14 1.033 $391.27 $402.13 1.028 $448.67 $463.29 1.033

1999 $477.47 $483.98 1.014 $406.62 $412.17 1.014 $468.30 $474.71 1.014

2000 $504.96 $504.96 1.000 $426.39 $426.39 1.000 $494.64 $494.64 1.000
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Summary of Key Projections Under Present Law 1 /

Part A

Calendar Year Fiscal Year FY Part A Total
CPI Percent PPS Update Reimbursement

Year Increase Factor (Incurred)

1994 2.5% 2 / 13.2%
1995 2.9 3 / 11.9
1996 2.9 1.5% 9.3
1997 2.3 2.0 8.3
1998 1.3 0.0 -6.0
1999 2.3 0.5 1.8
2000 2.3 0.9 5.1
2001 2.3 1.6 5.7

Part B 4/

Physician Fee Schedule
Calendar Part B

Year Fees Residual Hospital Total

1996 0.8% -1.6% 5.6% 4.1%
1997 0.6 1.1 4.0 4.7
1998 2.3 -0.4 -3.1 17.3
1999 2.3 0.0 2.3 5.3
2000 2.5 0.4 5.2 6.3
2001 -0.8 0.7 -0.6 3.0

1/ Percent change over prior year.
2/ For entire year, 3.3% rural and 1.8% urban updates
3/ For entire year, 8.4% rural and 1.1% urban updates
4/ Percent change in charges per Aged Part B enrollee



10

Enrollment Projections Under Present Law (In Millions)

Non-ESRD

Part A Part B
Calendar

Year Aged Disabled Aged Disabled

1994 32.304 4.032 31.306 3.575
1995 32.648 4.286 31.615 3.821
1996 32.928 4.517 31.862 4.024
1997 33.190 4.799 32.045 4.149
1998 33.394 4.996 32.174 4.264
1999 33.601 5.155 32.335 4.333
2000 33.845 5.319 32.530 4.453
2001 34.094 5.506 32.734 4.582

ESRD
Part A

Calendar
Year Aged Disabled 299I Total

1994 0.081 0.063 0.063 0.207
1995 0.088 0.068 0.067 0.223
1996 0.094 0.073 0.072 0.239
1997 0.100 0.078 0.076 0.254
1998 0.104 0.083 0.080 0.267
1999 0.109 0.088 0.085 0.282
2000 0.115 0.093 0.090 0.298
2001 0.121 0.098 0.095 0.314

ESRD
Part B

Calendar
Year Aged Disabled 299I Total

1994 0.081 0.063 0.063 0.207
1995 0.086 0.066 0.052 0.204
1996 0.092 0.070 0.056 0.218
1997 0.101 0.079 0.060 0.240
1998 0.107 0.084 0.064 0.255
1999 0.112 0.089 0.068 0.269
2000 0.117 0.095 0.072 0.284
2001 0.123 0.100 0.076 0.299
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Part A Projections Under Present Law 1 /

Inpatient Hospital SNF

Calendar
Year Aged Disabled Aged Disabled

1994 $2,067.69 $2,289.87 $216.09 $73.75
1995 2,158.60 2,378.96 265.98 93.48
1996 2,235.18 2,442.92 320.79 111.55
1997 2,249.08 2,333.40 364.76 124.05
1998 2,183.53 2,311.68 390.29 134.08
1999 2,195.67 2,374.98 374.46 130.27
2000 2,213.37 2,449.93 375.15 132.11
2001 2,238.05 2,524.80 400.44 142.22

Home Health Managed Care

Calendar
Year Aged Disabled Aged Disabled
1994 $377.24 $251.53 $171.65 $60.32
1995 447.06 299.27 234.79 89.80
1996 477.23 320.04 336.35 137.25
1997 473.72 310.44 466.54 182.90
1998 149.65 99.04 510.27 193.15
1999 155.71 104.14 617.68 228.11
2000 160.98 109.02 739.19 266.26
2001 163.70 111.88 852.49 298.89

Hospice: Total Reimbursement
Calendar (in Millions)

Year Aged Disabled
1994 $1417 $75
1995 1789 94
1996 1897 100
1997 1897 104
1998 1977 105
1999 2000 110
2000 2096 116
2001 2195 121

1/ Average reimbursement per enrollee on an incurred basis, except where noted.
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Part B Projections Under Present Law 1 /

Physician Fee Durable Medical
Schedule Part B Hospital Equipment

Calendar Disabled Disabled Disabled
Year Aged Non-ESRD Aged Non-ESRD Aged Non-ESRD

1995 $828.75 $692.88 $253.95 $316.10 $97.29 $137.06
1996 823.73 688.67 264.93 335.32 105.30 145.07
1997 839.65 712.56 270.79 345.53 113.45 162.56
1998 857.43 739.56 252.46 318.25 105.08 159.31
1999 879.79 750.81 251.82 316.94 107.04 165.23
2000 909.12 772.74 276.01 337.50 109.24 172.58
2001 909.25 802.45 292.21 338.78 111.31 179.48

Carrier Lab Other Carrier Intermediary Lab

Calendar Disabled Disabled Disabled
Year Aged Non-ESRD Aged Non-ESRD Aged Non-ESRD

1995 $159.18 $125.02 $104.31 $140.47 $35.05 $52.82
1996 141.75 112.52 106.11 139.39 36.39 52.50
1997 133.64 106.34 110.71 141.86 37.65 51.42
1998 130.43 103.24 112.69 142.36 40.19 61.25
1999 128.23 100.92 114.24 145.04 40.43 63.64
2000 126.85 100.49 115.44 148.73 40.10 65.50
2001 127.55 104.13 117.33 153.85 39.75 67.18

Other Intermediary Home Health Managed Care

Calendar Disabled Disabled Disabled
Year Aged Non-ESRD Aged Non-ESRD Aged Non-ESRD

1995 $80.13 $76.99 $7.66 $0.00 $191.94 $105.04
1996 95.49 98.90 8.26 0.00 257.21 134.73
1997 105.36 129.00 8.21 0.00 312.24 159.57
1998 108.45 134.49 307.58 228.74 449.48 221.26
1999 113.67 146.32 320.25 244.43 549.95 262.62
2000 117.99 155.37 331.26 256.82 670.05 306.11
2001 122.37 164.45 337.13 265.14 758.65 342.69

1/ Average reimbursement per enrollee on an incurred basis.
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Claims Processing Costs as a Fraction of Benefits

Calendar
Year Part A Part B

1988 0.005508 0.026230
1989 0.005178 0.026494
1990 0.004632 0.025077
1991 0.004691 0.023910
1992 0.004061 0.023004
1993 0.002726 0.022985
1994 0.002531 0.020798
1995 0.002315 0.018306
1996 0.002075 0.016802
1997 0.001933 0.015712
1998 0.002066 0.015203
1999 0.002066 0.015203
2000 0.002066 0.015203
2001 0.002066 0.015203



14

Approximate Calculation of the USPCC
for Aged Beneficiaries

The following procedure will approximate the actual calculation of the USPCCs from the
underlying assumptions for the contract year for both Part A and Part B.

Part A:

The Part A USPCC for aged beneficiaries can be approximated by using the assumptions in the
tables titled "Part A Projections" and "Claims Processing Costs, as a Fraction of Benefits".
Information in the Part A projections table is presented on a calendar year per capita basis. One
can add the per capita amounts over all types of providers (excluding hospice) for the aged.
Next, multiply this amount by 1 plus the loading factor for administrative expenses from the
table labeled Claims Processing Costs, as a Fraction of Benefits. Then, divide by 12 to put on a
monthly basis. The last step is to multiply by .98234 to get the USPCC for the aged non-ESRD.
This final factor is the relationship between the total and non-ESRD per capita reimbursements in
2000. This factor does not necessarily hold in any other year.

Part B:

The Part B USPCC can be approximated by using the assumptions in the tables titled "Part B
Projections" and "Claims Processing Costs, as a Fraction of Benefits". Information in the Part B
projections table is presented on a calendar year per capita basis. One can add the per capita
amounts over all types of providers for the aged. Next, multiply by 1 plus the loading factor for
administrative expenses and divide by 12 to put on a monthly basis. Then multiply by .95919 to
get the USPCC for the aged non-ESRD.
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Enclosure III

Risk Factor Tables

We explained the PIP-DCG model in detail in our January 15, 1999, Advance Notice of
Methodological Changes for the CY 2000 Medicare+Choice Payment Rates. Further detail on
the model is available in HCFA’s March 1, 1999, Report to Congress: Proposed Method of
Incorporating Health Status Risk Adjustors into Medicare+Choice Payments.

In its basic form, the PIP-DCG model is an algorithm that uses base year inpatient diagnoses,
along with demographic factors, to predict total health spending in the following year. In
applying the PIP-DCG model to risk adjust payments for the Medicare+Choice program,
however, the model will be used to determine relative risk factors. To derive the relative risk
factors, predicted expenditure estimates from the model are divided by the mean predicted
expenditures for FFS beneficiaries, which is $5,100 for the calibration year. Because the
predicted expenditures are used in the form of relative ratios, applied to the rate book, payments
are not sensitive to the year of the expenditure data used in the calibration. These relative risk
factors will be used, in place of the current demographic factors, to adjust county rate book
amounts for the relative health status of the individual enrollee.

The PIP-DCG model was developed to be “additive,” meaning that incremental factors are added
based on beneficiary characteristics. The table below shows the risk factors applicable to classes
of beneficiaries under the risk adjustment system. (This table differs from the table in our
January 15, 1999, notice, onlyin showing the values as factors, rather than as dollar coefficients
as we did in the previous table. We did this in order to render the table easier to read and to use,
since it is no longer necessary to divide the values by the $5,100 mean predicted FFS
expenditures, which is the denominator for all the ratios.) Referring to the table below, the
following examples illustrate how the PIP-DCG model will be used for estimating relative risk
factors. (These examples duplicate those used in the January 15, 1999, notice, in order to show
how the coefficients employed in the table there translate into the factors used in this table.)
Individuals whose risk factors are equal to 1.00 are “average.”

Examples:In this example, Beneficiary A was hospitalized twice during the base year. The
diagnoses reported were Asthma (PIP-DCG 8) and Staphylococcus Pneumonia (PIP-DCG 18).
The highest PIP-DCG category then for this beneficiary is PIP-DCG 18, which carries with it a
factor of 2.656. The beneficiary is also placed in the appropriate demographic group. In this
case, Beneficiary A is male, aged 82. This age group carries an incremental factor of 1.077. In
addition, Beneficiary A had originally been Medicare eligible because of a disability (which
carries an incremental factor of 0.287), but is not eligible for Medicaid (no increment). Adding
together these incremental factors, the risk factor for this beneficiary is 4.02 (indicating a high
expected cost individual).

Beneficiary B had no inpatient admissions during the base year. Therefore, no specific PIP-DCG
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increment is added; expenditures for non-hospitalized beneficiaries are included in the
demographic factors. Beneficiary B is placed in the appropriate age and sex grouping; in this
case, female, aged 69, which carries an incremental factor of 0.453. Beneficiary B is also placed
in the Aged with Medicaid eligibility group, which adds an incremental factor of 0.433. Since
she has never been disabled, no additional factors are added. Therefore, the final factor for this
beneficiary is 0.89 (indicating a relatively low expected cost individual).

The risk factors for new enrollees would be determined in the same manner, though separate
age/sex and Medicaid factors derived for these beneficiaries are used. (See the section on
Demographic-only factors for new enrolleesin the January 15, 1999, notice.)

Assignment of risk factors:After Medicare+Choice organizations submit inpatient hospital
encounter data for the payment year, we will use the demographic information and diagnostic
information from all Medicare+Choice organizations a beneficiary may have joined and from
FFS to determine the appropriate risk factor for each beneficiary. It is at this point that
information regarding beneficiary Medicaid eligibility (in any single month during the diagnosis
data collection year), original reason for Medicare entitlement (originally disabled) for any one
month, identification as a new enrollee, beneficiary age, sex and working-aged status (beneficiary
covered under a employer insurance) are determined using Medicare administrative data files,
and are used along with inpatient diagnostic data to assign the appropriate risk factor.

When a Medicare+Choice organization forwards beneficiary enrollment information to HCFA,
we, in turn, will send the organization the appropriate risk factor for the beneficiary, as well as
the resultant payment. Because the risk factor iscomputed for each individual beneficiary for a
given year,the factor follows that beneficiary. In addition, since all beneficiaries will have risk
factors, information will be immediately available for payment purposes as beneficiaries move
among Medicare+Choice organizations.
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Factors for People with One or More Years
Experience

PREV. PIP SCORES
Male Age cate. BASE DISABLED MEDICAID DCG factor

0-34 0.367 - 0.125 5 0.375
35-44 0.380 - 0.283 6 0.458
45-54 0.487 - 0.370 7 0.697
55-59 0.615 - 0.397 8 0.822
60-64 0.760 - 0.418 9 0.915
65-69 0.541 0.415 0.440 10 1.170
70-74 0.705 0.398 0.457 11 1.271
75-79 0.907 0.334 0.461 12 1.662
80-84 1.077 0.287 0.445 14 2.000
85-89 1.258 0.237 0.404 16 2.438
90-94 1.376 0.189 0.331 18 2.656
95+ 1.357 0.141 0.242 20 3.392

23 3.823
Female 26 4.375

0-34 0.362 - 0.192 29 5.189
35-44 0.403 - 0.312
45-54 0.526 - 0.367
55-59 0.643 - 0.397
60-64 0.891 - 0.412
65-69 0.453 0.605 0.433
70-74 0.588 0.576 0.440
75-79 0.747 0.519 0.454
80-84 0.918 0.415 0.423
85-89 1.096 0.313 0.327
90-94 1.162 0.232 0.231
95+ 1.128 0.152 0.168
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Factors for New Enrollees

Medicaid
Demographic Group Base Add-on

Male, 0-34 0.512 0.223
Male, 35-44 0.559 0.386
Male, 45-54 0.649 0.464
Male, 55-59 0.810 0.499
Male, 60-64 0.959 0.506
Male, 65-69 - -

65 0.525 0.653
66 0.573 0.646
67 0.620 0.640
68 0.667 0.634
69 0.715 0.628

- -
Male, 70-74 0.847 0.594
Male, 75-79 1.086 0.616
Male, 80-84 1.307 0.612
Male, 85-89 1.518 0.609
Male, 90-94 1.666 0.386
Male, 95+ 1.668 0.354

- -
Female, 0-34 0.535 0.261
Female, 34-44 0.579 0.423
Female, 45-54 0.696 0.426
Female, 55-59 0.840 0.542
Female, 60-64 1.110 0.451
Female, 65-69 - -

65 0.446 0.603
66 0.484 0.603
67 0.522 0.603
68 0.559 0.602
69 0.597 0.602

Female, 70-74 0.703 0.577
Female, 75-79 0.899 0.594
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Female, 80-84 1.111 0.589
Female, 85-89 1.328 0.424
Female, 90-94 1.429 0.328
Female, 95+ 1.381 0.180



20

Enclosure IV

Response to Comments on Changes in Methodology
Since 1999 Rates: Risk Adjustment

We received 8 comments from managed care associations, Medicare+Choice organizations, and
other parties. Several of the comments were very lengthy, and contained detailed analyses and
recommendations. As we note at various junctures below, detailed analysis and information
which will respond to many points raised by the commenters are contained in HCFA’s March 1,
1999, Report to Congress: Proposed Method of Incorporating Health Status Risk Adjustors into
Medicare+Choice Payments. The report of Health Economics Research, Inc. (HER), entitled
Principal Inpatient Diagnosis Cost Group Models for Medicare Risk Adjustment, is attached to
the Report to Congress as an appendix.

Comment:Several commenters recommend a delay in implementation of risk adjustment. These
commenters variously cited the need for improved data collection and tracking, potential
disruption in payments to M+C organizations, absence of an institutional adjustment, and the
reliance of the PIP-DCG model on hospital inpatient data alone as reasons for delaying risk
adjustment.

Response:We do not have the authority to delay implementation of risk adjustment, which is
required by statute on January 1, 2000. In addition, we believe that a delay in implementing risk
adjustment is unwarranted. We have analyzed the PIP-DCG system sufficiently to be confident
that it represents an improvement over the current system of demographic-only adjustment, that it
provides an appropriate interim step toward a comprehensive risk adjustment model, and that it
provides appropriate levels of payment for different classes of beneficiaries. We believe that the
blend transition methodology should relieve concerns about disruption of payments, especially
since the initial blend percentage for the risk-adjusted portion is 10 percent. We respond to other
issues, such as the absence of an institutional adjustment and the reliance of the model on
hospital data, below.

Comment:One commenter objected to the decision to implement risk adjustment in a manner
that produces savings in Medicare payments. The commenter requested that HCFA consider
implementing risk adjustment in a budget neutral manner.

Response:While budget neutrality has been mandated by law for other payment system changes,
there is no provision in the law requiring that risk adjustment be budget neutral. The purpose of
implementing risk adjustment is to correct for historical payment errors caused by biased
selection. The current payment system uses only demographic factors and has long been
criticized as inadequate. Risk adjustment is a mechanism to pay managed care more accurately
based on a model which predicts future expenditures for an enrollee based on health status and
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demographic factors. Based on the PIP-DCG model, if a managed care enrollee is predicted to
have a higher level of expenses, then payments will be higher. Conversely, if predicted expenses
are lower, payments will be lower. There is considerable empirical evidence that the Medicare
program has been overpaying managed care organizations due to “selection bias” (i.e., the
enrollment of healthier beneficiaries in managed care). To the degree that there has been such
selection bias, risk adjustment can and should yield savings for the program. We discuss the
empirical evidence for selection bias and overpayment of managed care plans by the program in
the March 1, 1999, Report to Congress.

Comment:Commenters generally supported a phase-in of risk adjustment. However, some
commenters recommended a longer phase-in period, such as 10 years. Some commenters
expressed a preference for corridors over the blend methodology, or for a combination of
corridors with the blend.

Response:We believe that a 10 year transition would be excessively long. Among other
considerations, a transition of that length would long delay full implementation of a
comprehensive risk adjustment system, which will take place in 2004 under our transition
schedule. We also carefully considered adoption of a corridor methodology, either alone or in
combination with the blend, in our transition strategy. We concluded that the blend methodology
offered the best combination of appropriate incentives, simplicity, and feasibility. The blend-
only methodology is both familiar from several previous transitions (e.g., both operating and
capital PPS) and easily comprehensible. It also provides the most straightforward manner of
proceeding from payment based fully on demographic adjustments to full risk-adjusted payment.
We also believe that a blend-only methodology more effectively promotes the goals of risk
adjustment during the transition period. We believe that the blend method will provide adequate
safeguards against abrupt changes, in particular by providing initially for a low blend percentage
of the risk-adjusted payment rate. While the corridors method might also have contributed to
providing stability against abrupt payment changes, our analysis showed that implementing this
methodology would have created serious systems challenges which would have been difficult to
resolve.

Comment:One commenter expressed concern about the potential for large fluctuations in
payments to small Medicare+Choice organizations and the possibility that some organization-
level scores will be outliers that could adversely affect the stability of the organization. The
commenter recommended that HCFA identify mechanisms to deal with these potential problems.

Response:Our preliminary estimate, based on encounter data submitted by November 5, 1998 by
195 organizations that had submitted sufficient data, was that aggregate payments would
decrease 0.76 percent, assuming current enrollment mixes. This estimate reflected the blend of
90% demographic adjusted amount, 10% risk adjusted amount to be implemented in 2000. We
have recently estimated the impact on the 285 plans that were active in September, 1998 and that
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did not terminate their contracts with Medicare in 1999. (Included in this group are 10 plans that
merged into other active plans as of January 1, 1999.) The estimated impact of risk adjustment
for 2000 on this group of plans is -0.7 percent, taking into account the blend percentages in effect
for 2000. While the impact on specific organizations will vary, our analysis suggests that,
except for highly unusual circumstances (e.g., a high proportion of working aged enrollees), the
maximum decrease in payment to any organization from risk adjustment alone will be less than 2
percent. The analysis did not suggest that smaller organizations, or any other specific category,
would experience a disproportionate impact. We will, however, continue to monitor the impacts
on organizations throughout the transition period.

Comment:One commenter expressed concern about the data submission process and its
adequacy to support initial implementation of the PIP-DCG model on January 1, 2000. The
commenter objected that the process has been cumbersome and unnecessarily resource intensive.

Response:Hospital encounter data were collected from managed care organizations for
discharges between July 1, 1997 and June 30, 1998. Approximately 1.5 million encounters were
submitted to HCFA for over 5.7 million beneficiaries. The volume of data received is sufficient
to generate an estimate of the impact of risk adjustment, and to conduct other analysis in order to
prepare for implementation of risk adjustment. Based on this experience, we are confident that
sufficient data will be generated to calculate beneficiary risk scores and other information
necessary for implementation of the PIP-DCG model on January 1, 2000.

A range of problems in the submission of encounter data have arisen. These problems have
included: not following the required UB-92 format, difficulties in accurately tracking counts of
discharges, failure to arrange hospital submission of encounter data, difficulties in understanding
Fiscal Intermediary reports, and HCFA/FI and FSS processing problems. Plans themselves may
have problematic data processing systems in-house. We have worked with Medicare+Choice
organizations, managed care associations, and other parties to address many specific issues that
have arisen concerning data transmission and processing, and we will continue to do so. HCFA
has taken a number of specific steps to facilitate and improve the encounter data submission
process. These activities have included the following:

` Encounter Data Reconciliation Analyses.HCFA has shared with plans analyses of their
individual plan level data which have been successfully received at HCFA. We have further
conducted analyses upon request at the provider level and by the different methods of
submission to help explain discrepancies. We are in the process of sharing these analyses
with the plans. The detailed provider level analyses are requiring additional time to conduct
and the results of these analyses will be shared with plans over the coming weeks.

` Onsite Consultations. HCFA’s contractor is planning a series of onsite consultation visits to
20 plans in order to learn more about the process of data submission. The majority of the 20
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plans selected for the visits are plans that have experienced problems with encounter data
submission. The information gained during these visits will assist plans to identify and
resolve problems.

` HCFA Data System Fixes. Recently, processing problems have been identified that relate to
beneficiaries who change from one plan to another. The estimated number of affected
encounters from all plans is less than 3,000. These problems will be fixed over the next 2
months and they are not expected to impact the March 1 rate estimates, which in any case will
not be used to make direct enrollee payments.

` Communication with the FIs. HCFA has shared data problems raised by the plans with the
FIs. Furthermore, discussions between HCFA, FIs, and plans have been encouraged in order
to address problems.

Comment:Several commenters objected to the exclusion of 1 day stays from the final PIP-DCG
groups. Commenters noted that Medicare+Choice organizations may have a higher proportion of
these stays than in Medicare fee-for-service. One of the commenters requested impact analysis of
the exclusion and a list of any diagnoses that are disproportionately affected. One commenter
challenged the assumption that short stays, defined as one day or less, are indicative of less costly
illness. There are many examples of the effectiveness of multiple 1 day stays in treating serious
chronic illness.

Response:We discuss the issue of 1 day stays, and their exclusion from the final PIP-DCG
groups in the March 1, 1999, Report to Congress. In particular, we describe our analysis of the
payment impact of excluding 1 day stays. The majority of 1 day stays are for diagnoses already
excluded on the grounds that they are “vague, minor, or transitory.” The effect on payment of
excluding 1 day stays is therefore small: a maximum payment impact of 0.7 percent under full
risk adjustment, or 0.07 percent considering the first year blend percentage. The HER Report,
which is appended to the Report to Congress, contains data on costs associated with 1 day stays.
It is important to reiterate that these modifications do not mean that these expenditures have been
excluded from the model. Rather, the payments associated with these diseases are captured in
increased payments for the base payment category. We continue to believe that excluding 1 day
stays is appropriate to prevent potential gaming of the risk adjustment system to obtain higher
Medicare payments by admitting enrollees for 1 day stays.

Comment:One commenter objected to the inclusionof “discretionary diagnoses” in the PIP-
DCG model, and recommended returning the costs for as many of these diagnoses as possible to
the base payment category.

Response:The commenter is mistaken. We placed in the base payment category all
“discretionary diagnoses,” which we defined as vague, non-predictive, and/or marginal
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diagnoses, as well as diagnoses resulting from 1 day stays. As a result, only a subgroup of
seriously ill beneficiaries is identified for increased payments. As described in our January 15,
1999, notice, the diagnoses to be excluded were determined by an outside panel of clinical
experts.

Comment:Several commenters continued to recommend inclusion of an adjustment for
institutional status in the risk adjustment methodology. These commenters contended that, in the
absence of an adjustment, organizations would be underpaid for institutionalized beneficiaries
and the system would provide incentives for hospitalization over more appropriate treatment in
institutional settings.

Response:We have carefully considered inclusion of an adjustment for institutional status in the
model. Because of the level of interest in this issue, we present a detailed analysis in the March
1, 1999, Report to Congress. Briefly, our analysis showed that the PIP-DCG model accurately
predicts the average costs across the entire group of institutionalized beneficiaries. Our analysis
also showed that mean actual Medicare payments for those in post-acute care facilities, such as
SNFs, are far greater than those for long-term care facilities. However, since Medicare requires
that a hospital stay precede a SNF stay, those costs are already reflected in the respective PIP-
DCG groups. The model is designed to make adjustments that are correct on the average for
groups of enrollees. We do not believe that it would be appropriate to introduce a distinction
based on patterns of treatment among beneficiaries with the same inpatient diagnosis. While
those in long term care facilities incur more cost than average Medicare beneficiaries, they incur
less cost than predicted by the PIP-DCG model. An institutional factor for this population would
therefore actually be negative: the PIP-DCG model is actually overpaying for persons in long
term care facilities. The incentives for identifying the long term institutionalized and reporting
on this group are low when the result is a payment reduction. We have therefore decided not to
pay based on this site of service. There are relatively few enrollees in this group and the
overpayments will be small. For these reasons, we have decided not to include an institutional
status factor in the payment model.

Comment:Several commenters supported our decision to delay implementation of risk
adjustment for several current long-term care demonstrations, and recommended extending this
delay to other programs for the frail elderly, including capitated sub-contractors to M+C
organizations.

Response:We believe that it is important to restrict the delay in implementing risk adjustment to
the four demonstrations that we identified. Demonstrations generally have a special status in the
Medicare program because they operate on the basis of waivers from normal payment rules.
These four demonstrations in particular are well-established projects focusing on providing
services to special populations. During the period prior to implementing risk adjustment for
these projects, we will work with these demonstrations to collect data and to analyze whether
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inclusion of an adjustment for functional status in the risk adjustment system is feasible and
appropriate.

Comment:While reiterating their support for the use of a “time-shifted” data model (in which
data from the year ending 6 months before the payment year are used in the model to determine
final risk scores), some commenters recommended that the model be recalibrated to take this
“time shift” into account. Another commenter requested that HCFA enter discussions to identify
other approaches, such as a “continuous update” model, that could mitigate the effect of using
older data.

Response:In the September 8, 1998Federal Registernotice, we presented a clear choice
between the use of lagged data with the current model, and use of more recent data with interim
risk scores during the first part of the payment year. The overwhelming response of commenters
was in favor of using the lagged data. We have conducted general analysis, and consulted with
outside experts, on whether this approach would create any systematic bias, and we are confident
that it does not. While some “high cost” individuals may see a delay in higher payments made on
their behalf, others for whom payments should have decreased will receive higher payments for
an extended period due to the lagging of data. We believe that these cases will balance out at the
plan level. The American Academy of Actuaries, in its review of the risk adjustment
methodology, notes that this schedule “will result in capitation rates that lag behind the
theoretical prediction period.” However, the Academy goes on to observe that this “lag between
reporting and application, while lengthy, is significantly shorter than the lag in other systems
currently used.” (The American Academy of Actuaries review is appended to the March 1,
1999, Report to Congress.) We have discussed the “continuous update” alternative with
representatives of the managed care industry. This model would require plans to provide data to
HCFA on a continuous flow. It would also require HCFA to conduct frequent recalculation of
risk scores. We therefore do not believe that this model is operationally feasible for plans or for
HCFA. In addition, the notion of continuously changing payment rates for enrollees seems to
contradict the clearly stated preference of commenters on the September 8, 1998Federal
Registernotice, for knowing final enrollee rates at the start of the payment year, and their
concern over stability of payments.

Comment:One commenter asked for clarification of the rescaling factor that is applied to the
county rate books and for a description of the interaction of the various changes in payment rules
made by the Balanced Budget Act of 1997 (e.g., regional and national blending, the 2 percent
minimum increase, etc.) with risk adjustment of payments, including how and when a county
moves from the floor amount to a blended rate or from a blended rate to the 2 percent update.

Response:We provide a detailed discussion of the rescaling factor, as well as a description of the
interaction between risk adjustment and the rate changes made in the Balanced Budget Act, in the
March 1, 1999, Report to Congress.
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Comment:Several commenters presented extensive lists of data requests. For the most part,
these data requests related to the computation of county rates and the rescaling factor, elements
of the risk adjustment model and the calculation of risk scores (including the HER report),
information on the encounter data submitted for the start-up period, and information specific to
each Medicare+Choice organization.

Response:Much of the information requested on the rescaling factor and the computation of the
county rates is included with this announcement. Other information is posted on the HCFA Web
site, or will be sent separately. As described in the January 15, 1999, notice, the rescaling factor
is the ratio of risk county rate to the demographic county rate. The tables provided with this
notice include the demographic county rates and rescaling factors, from which risk county rates
can be determined. County worksheet data are posted on the HCFA Web site
(http://www.hcfa.gov/stats/homorates/aapccpg.htm). County demographic tables will be sent
under separate cover. The computation of the restandardized, risk county rates is described in the
January 15, 1999, notice. Basically, these rates are computed by replacing the average county
demographic factors found in the AAPCC rate book with average county risk factors. The CY
2000 risk county rates are derived from restandardized 1997 rates, which in turn were based on
1997 average risk scores calculated from 1994, 1995, and 1996 data. We are considering
whether it is possible to make available county information on which the 1997 average risk
scores were based, given issues of privacy and data confidentiality, as well as the resources
required to prepare these data for public release.

Additional information requested concerning the risk adjustment model and the calculation of
risk scores is included in the the March 1, 1999, Report to Congress and the HER Report, which
is appended to it. The HER Report in particular provides detailed information on all aspects of
the design and operation of the risk adjustment model, including regression formulae, the number
and types of diagnoses eliminated by the discretionary diagnosis filter, detailed information on
data and file construction, and other information requested by the commenters.

We sent each section 1876 risk plan a letter on December 11, 1998, with information concerning
the amount of encounter data submitted by month and other information to help plans determine
whether the discharge information submitted is complete. We asked plans to review the
information carefully and to bring significant discrepancies to our attention. We have discussed
many specific concerns and problems concerning submission and processing of encounter data
with plans, and we will continue to work to resolve particular problems. However, in
consideration of workload and other priorities in implementing risk adjustment, we do not now
think it will be possible or appropriate to provide much of the specific information requested by
the commenter, such as detailed reports on the performance of fiscal intermediaries. We will,
however, continue to consider these particular requests.

In conjunction with the release of this announcement, each Medicare+Choice organization will
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be sent a letter estimating the percentage difference between the organization’s payment under
risk adjustment and payment under the current system. The estimate will be based on the
organization’s enrollment in September, 1998. It will show the difference between the current
demographically adjusted payment and the blended payment at 90 percent of the current
demographic amount and 10 percent of the risk adjusted payment amount. The letter will also
include the distribution of enrollees for an average month by PIP-DCG category and for other
demographic factors (e.g., age, gender, Medicaid status, previously disabled, and working aged),
the distribution of PIP-DCG scores for that organization, and the counts of encounters that were
used to determine the estimated payment. Organizations will be instructed to use these estimates
as they prepare their adjusted community rate proposals for the year 2000. Beginning January,
2000, on a monthly basis, each organization will be provided with information on each enrollee,
including the county of residence, age, gender, Medicaid status and previously disabled status,
PIP-DCG score, and payment amount.

We will consider providing other data requested by the commenters as resources, time, data
confidentiality, and other priorities permit.

Comment:One commenter noted that the 45-day notice in past years had included tables showing
the forecast of national per capita growth rates by major line item, e.g., inpatient hospital, SNF,
etc. The commenter recognized that these tables were not included in this year’s notice due to
constraints on the release of details concerning the President’s budget, and requested that these
tables be released in the future as soon as the budget is released. The commenter also requested
that in the future forecasts for 3 years be presented.

Response:The tables to which the commenter referred are included in this announcement. We
will consider the commenter’s recommendations for future notices.

Comment:One commenter raised the possibility of computer failure anywhere in the process
(transfer of data, processing of data, etc.), and asked what will happen if the Y2K computer
problem causes disruption or delay in the transfer or processing of data required for risk
adjustment.

Response:HCFA has established the necessary mechanisms to implement risk adjusted
payments in 2000. Over the past 15 months, we have gained experience in obtaining encounter
data for risk adjustment. Since December 1998, we have furthered our experience in
implementing the payment methodology change by determining the risk adjustment factor for all
Medicare+Choice enrollees and identifying and calculating changes to the county based rate book
necessary to implement risk adjustment. We have also initiated changes to our payment system
that are required in order to make payments to M+C plans in January, 2000. Finally, we have
identified a Y2K contingency plan for M+C payments. These plans ensure that HCFA will be
able to implement risk adjusted payments in 2000.
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Comment:One commenter noted that the PIP-DCG model is based upon fee-for-service data that
do not accurately reflect the experience and health status of managed care enrollees. In order to
make the risk adjustment model more accurate, HCFA should recalibrate the factors using data
from managed care plans rather than fee-for-service data. The PIP-DCG model uses 1995 data
which are not appropriate for application to 2000 payments. In particular, the 1995 data reflect
discretionary admissions which are no longer the norm.

Response:We have had no option but to employ fee-for-service data in order to meet the
statutory deadline for implementing risk adjustment. Under any model, of course, there would
necessarily be a lag between the data used for calibrating the model and the payment year, so that
some change in practice patterns will always be possible during the lag period. Finally, while
1995 data were used to calibrate the PIP-DCG model, the 1996 predicted payments that result are
used only in the form of a relative index.

Comment:The PIP-DCG methodology could impose penalties on managed care companies that
appropriately provide care in outpatient settings.

Response:The PIP-DCG model represents a substantial improvement over the current system.
Since we do not yet have full encounter data from Medicare+Choice organizations, we do not
know the extent to which plans are treating chronically ill patients in an outpatient setting.
Evidence from the Medicare Current Beneficiary Survey (MCBS) suggests that even if managed
care provides outpatient care as a substitute for inpatient care in some cases, chronically ill
beneficiaries disproportionately require inpatient care for their chronic and/or other conditions.
The PIP-DCG model increases payments to the organization for many of these conditions.
Nevertheless, we agree that a comprehensive model, which would include encounter data from
outpatient settings, is preferable, and we plan to move toward implementing such a model as
expeditiously as possible. However, implementation of the comprehensive risk adjustment
model is not operationally feasible for 3 to 4 years, because of data constraints on both plans and
HCFA.

Comment:One commenter contended that the refinements to the PIP-DCG groupings tend to
understate the severity of illness. They argue that the sorting algorithm that excludes a diagnostic
grouping with fewer than 50 beneficiaries assigned to it allows the potential that beneficiaries
with rare and costly illnesses may be assigned to the base group. Another commenter questioned
the sample size limitation of 1,000 beneficiaries for the PIP-DCG groups, noting that while a
minimum threshold stabilizes payments in the model, admissions with very high costs may
thereby be excluded.

Response:Each original PIP-DCG group retained its identity in the final payment model only if it
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contained at least 1,000 beneficiaries in the original sample; this minimum sample size was
defined to assure stability of estimated payments in the model. If sample sizes were smaller than
1,000, the potential PIP-DCG was expanded to include DxGroups with average expenditures in
the next lower range until the sample size was satisfied. However, it is incorrect to conclude, as
the commenter seems to, that these costs were excluded from the model and assigned to the base
payment group. If at any time during the sorting algorithm a DxGroup had fewer than 50
beneficiaries assigned to it, it and the associated costs were assigned to the base payment
category. This is necessary because smaller groupings cannot provide a statistically valid basis
for predicting costs.

Comment:One commenter stated that, while the working aged adjustment provided in the PIP-
DCG model is logically sound, there have been problems with out-of-date and incomplete
information on working aged status. A longer phase-in would be appropriate to provide time to
accurately determine which beneficiaries belong in this category. Another commenter requested
clarification regarding whether the working aged adjustment will be based on the enrollee’s prior
year status or payment year status.

Response:We recognize that there have been problems concerning out-of-date data for working
aged beneficiaries under the current payment system, and we will continue to work on these
problems as we implement risk adjustment. The adjustment in the risk adjustment system is
based on current year status. There is detailed discussion of the working aged adjustment in the
March 1, 1999, Report to Congress and the appended HER Report.

Comment:One commented that the recognition of Medicaid recipients has also been a challenge
in the Medicare managed care program. Alternatively, commenters recommended a longer
phase-in to provide time to improve the tracking of Medicaid status or more frequent updates to
Medicaid status to account for changes.

Response:Again, we recognize that obtaining timely and accurate data on Medicaid status has
been a challenge under the current payment system. We have been working on these problems,
and will continue to do so as risk adjustment is implemented. Given these data issues, we
believe that the approach for Medicaid status under the risk adjustment system will be an
improvement over the current month-to-month concurrent adjustment. There is detailed
discussion of the Medicaid adjustment in the March 1, 1999, Report to Congress and the
appended HER Report.

Comment:Several commenters raised issues concerning the time allowed for submission of data
and the proposed reconciliation period to account for late encounter data. One commenter stated
that the deadline for submission of encounter data allows insufficient time, and expressed
concern that data for beneficiaries moving from fee-for-service to Medicare+Choice
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organizations may be incomplete because of the time frame for submitting fee-for-service claims.
Another commenter expressed concern that the proposed reconciliation may become a labor-
intensive and difficult effort. More information on the reconciliation process is needed before
the implementation of the PIP-DCG system, especially in the light of the limits on systems
resources due to the Year 2000 issue.

Response:The deadline for submission of the encounter data (for the period July 1, 1998 through
June 30, 1999) that will be used to compute risk scores for the first payment year is September
10, 1999. We are unable to extend this deadline. However, we do intend to institute a
reconciliation process that will take into account late data submissions. Plans should attempt to
have all data in by the deadline of September 10, 1999. However, if plans receive UB-92s from
hospitals after this date, they may submit the encounter to their fiscal intermediary and the data
will be processed. Plans should note that a deadline for submission of all data from a payment
year will be established: this deadline will probably be June 30, 2000 for the period of July 1,
1998 to June 30, 1999. After that date, the fiscal intermediary will no longer accept these data.
After the payment year is completed, HCFA will recalculate risk factors for individuals who have
late encounters submitted. Then, we will determine any payment adjustments that are required.
This reconciliation will be undertaken after the close of a payment year and will be a one-time
only reconciliation for each payment year. Additional information on the reconciliation approach
will be provided to plans over the next several months. However, we anticipate that the major
burden of this reconciliation will be on HCFA to recalculate risk scores on the basis of the late
encounter data, rather than on the plans who will merely have the opportunity to continue
submitting data using established mechanisms after the intitial deadline for submission of data to
calculate the CY 2000 risk scores.

Comment:One commenter requested a detailed draft time line for implementation of the
comprehensive risk adjustment model that will be used beginning January 1, 2004, and requested
discussion with HCFA to identify issues related to the operations and capabilities of
Medicare+Choice organizations that will be relevant to shaping an implementation strategy.

Response:We present information on our preliminary plans for implementing comprehensive
risk adjustment in the March 1, 1999, Report to Congress. We will continue to apprise
Medicare+Choice organizations in a timely fashion as our implementation plans are finalized.
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